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Abstract

The effectiveness of management accounting techniques within Libyan Peoples
Committees of Municipalities [LPCMs] was investigated focusing on the current
application of management accounting techniques and the factors that affect current

practice of these techniques. The study investigated the role of budget preparation,

budgetary control and performance evaluation within Libya and aimed to gather a
current contextual overview of practices since the final lifting on United Nation [UN]
sanctions and the move to the open market economic structure. As part the study the
effectiveness of current practice was evaluated to help identify opportunities for

further development.

The study used a combined methodology approach which enabled triangulation
between the various agencies involved in management accounting within LPCMs.
Statistical analysis of the questionnaire survey was undertaken along with content

analysis of the semi-structured interview responses to build an overview of current
practice and the rationale behind the application of management accounting
techniques.

LPCMs are still utilising traditional methods of management accounting due to the
legislative requirements and this is main motivation for the application of
management accounting techniques. An overview of the role of Central Government
departments and LPCMs’ intradepartmental activities in budget preparation and
budgetary control has been described along with the formalised parliamentary
approval process. Due to the current compliance focus it has been found that
effectiveness and efficiency are not considerations in performance evaluation of
LPCMs. The lack of recording of non-financial information is currently hindering
organisations in the development of performance evaluation indicators and minimum
standards. The study found that following factors have affected the application of
accounting generally and the application of management accounting techniques in
LPCMs particularly: top management support, management accounting training
programmes, motivations systems, adequate financial resources for accounting
development, using computer systems for management accounting purposes,
accounting research in Libya, Professional accounting bodies in Libya, accounting
education in Libya, co-operation between universities and LPCMs, economic
changes, policy of government. A number of key recommendations have becn
developed but all hinge on the primary recommendation that Libya parliamentarians

update Financial Law (1967) to meet the new global economic demands that Libya
faces.
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Chapter One

Introduction to the resecarch

1-1 Introduction

This study aims to examine the current practices of management accounting
techniques in LPCMs. Through the use of four sections this introductory chapter aims

to highlight the background to the study. Section 2 of this chapter explains the

research problem and the justification rationale for undertaking the research study.
While Section 3 reviews and discusses the aims and objectives which have
underpinned the research process. The research question interpretation is found in

Section 4. Section § provides an outline of the research methodology. Finally, Section

6 outlines the structure of the research undertaken.

1-2 Background to the study

Management accounting information is no less important than financial accounting
information, whereas the latter is more popular in practice and the literature. In
practice, financial accounting information is for both internal (such as managers
accountants) and external users (such as investors, creditors, consultants, customers,

competitors, government, and others). Management accounting information is limited

to internal users, especially managers and accountants who need management
accounting tools to help them in their decision-making 'proccss (for further
information see chapter three section 3-2 in this study).

Management accounting can provide appropriate information for planning, decision-
making, control, and performance evaluation (Drury, 2006). The information obtained
by management accounting should be useful to managers and staff inside an

organisation. According to Atkinson et al, (2007) it is important that the data



collected from within an organization for the purposc of management accounting is
accurate and timely to enable the decision making process of those who utilize this
internal organisational information. Management accounting information is rarely
utilised or distributed outside the source organization (Atkinson et al., 2007).

Different types of organisation whether they are public or private institutions need to
use management accounting information gathering techniques to gather appropriate

information which enables them to manage their organisations. This ability to collect

and utilise organisational information for the purpose of management accounting has
increasingly become more important within public sector organizations will the

increasing utilization of private sector management accounting techniques. (Monsen,
2006; Heald, 2005; Lye et al., 2005). This cross over trend of private sector
management accounting techniques being employed in the public sector can be
observed around the world in different countries. Lambert and Lapsley (2000)
highlight that public sector organisations rely on management accounting techniques

in order to achieve their targets. The public sector needs to plan and control public

resources and deliver public services effectively. In developed countries modern

management accounting practices of public services have become necessary to meet

this need to manage the available resources and service provision requircments. Many

authors around the world have studied and investigated the role of management

accounting techniques in the public sector (Helden and Northcott, 2010). A discussion
of the current trends around the world will be covered in greater detail within Chapter
Three. Different developed and developing countries utilise different management
accounting techniques in their public sectors such as costing, budgeting, performance
measurement tools, balanced scored card, Activity-Based Management (ABM) and

Activity-Based Costing (ABC) (Jackson and Lapsley, 2003).



With the lifting of United Nations (UN) sanctions imposed on Libya and the transition
of the Libyan economy from a centrally planned to a market-based system, which was
launched in the Development Plan of 2001(Alfaitori, 2007). Libya is facing
significant changes in its public and private sectors and therefore the management

accounting techniques used to deliver efficiency and effectiveness in public sector

organisations, including the Libyan People's Committees of Municipalities [LPCMs],
have changed as local government aims to provide public services (such as education,

health, and police) to the Libyan citizens as non-profit public organisations (Salama
and Flanagan, 2005; Sharif, 2000). The LPCMs are functionally and geographically

based and became responsible for local and regional administration from the 2nd
March 1977 (Alwerfale, 2006). The LPCMs have a relationship with some national
government organisations such as: the General People's Committee (the General PC),
the General People's Committee of Treasury (the General PC of Treasury), and the
General People's Committee of Inspection and Control (the General PC of Inspection
and Control) which play different roles for coordinating and controlling the revenue
and expenditure of LPCMs (for further information see chapter 2 sections 2-11 and 2-

12). Accordingly, the Libyan central government agencies, need to understand the

management accounting practices used by LPCMs for providing information for
planning, control, decision making and performance evaluation, through explaining
and understanding the current management accounting practices in LPCMs and their

ability to deliver efficient and effective public sector services within the changing

Libyan economic environment.



1-3 The research problem and Justification

The Libyan economy changed dramatically with the discovery of oil in the 1960s.
With this increased income stream, the central government began a drive for

economic development. After a period of economic stagnation in Libya during the

1990s (Agnaia, 1997), the development prospects in Libya have now improved

considerably. The national economy grew significantly after the final lifting in 2003

of UN sanctions imposed on Libya (Salama and Flanagan, 2005; UN, 2007). These

economic changes have led the Libyan government to decide to allow internal and
foreign investors to invest in the public sector, and thus this also led to competition

between investors (private sector) and the public sector, including the LPCMs as a
part of the public sector in Libya for the provision of public services to citizens
(Salama and Flanagan, 2005). Accordingly, it is necessary to study the current
practices of management accounting techniques within the public sector and
determine the appropriateness of these practices for monitoring and evaluation of the
efficiency and effectiveness of the performance of those sectors in the new businesses

environment (Ashore, 2006).

The LPCMs’ expenditures have increased in different aspects such as education,
health, security and other service provision areas. At the same time their direct local
income has decreased during the last decade. This decrease in income has coincided
with the privatization of some public sector enterprises (such as water, cleaning) and
has therefore resulted in the LPCMs becoming dependent on central government
grants to finance their activities (El Sihairi, 2006). However, the Libyan government

has recognised that the oil resources are finite, and therefore it has chosen to focus on

diversifying its income sources as indicated in the Development Plans since 2001



(Fayad, 2006). A detailed discussion of the government fiscal policics, accounting
management strategies and income strcams will be discussed in Chapter Two.
Consequently, the current study focuses on the economic and environmental changes
after the final lifting of the embargo on Libya and their impact on the current practice

of management accounting techniques in LPCMs. In this respect, the continuing

environmental changes will continue to create further change in the management
accounting utilised within the public sector (Scapens et al., 2003; Mcwatters ef al.,

2008). Investigative studies are needed by all participants in the Libyan economy to
determine whether or not the LPCMs have modified their implementation of

management accounting techniques to meet the environmental challenges of the
changing economic structures. The challenges which are facing the Libyan economy
are expected to have significant effects upon the management accounting practices
for the public sector states Al-Badre (2007) and as a result these organisations such as
LPCM need to improve their accounting information systems from time to time to

meet new challenges and remain effective service providers. Currently there is an

information knowledge gap within the public sector within Libya according to

Al-Badre (2007) how these recent changes are being addressed via the various

LPCMs will be investigated. The impact of the changing funding streams and the
economic requirements of LPCMs to meet the increasing service demands of the
population need to be investigated in relation to the utilisation of management
accounting techniques to meet the environmental challenges Within the literature of
management accounting in local government, there are a small number of empirical
studies relating to developing countries, in particular Arab countries, which have
discussed the practice of using management accounting techniques within local

government and the factors that have affected thosc practices. In this regard,



Wallace (1990) referred to the dearth of studies focusing on the role of management
accounting in the public sector in developing countrics. Wallace (1990) argues that
more descriptive studies are needed on various developing countries not reported
within the literature base. Pollitt (2006) reiterates the call for additional research

studies to be undertaken to address the contextual needs of developing countries

public sector accounting and how the various developing countries are meeting the
challenges they face. In Arab countries, Al-Dhowaihy, (2003) states that further

studies should be undertaken in other developing countries to investigate the

implementation of management accounting practices in government organisations.

Ahmad and Gao (2004) concluded that further accounting research in Libya was

needed to improve the current knowledge base. There is no empirical evidence
providing an extensive explanation of the management accounting practices utilised
within the LPCMs. This study is the first attempt to investigate management
accounting practices and the factors that might impact on these practices within the

LPCMs. Therefore, the current study contributes to the limited studies of management

accounting practices, and it is an attempt to remedy the shortage and fill the gap in the

management accounting literature in Arab countries, such as Libya.

Based on the shortcomings of the existing knowledge base, there is a necd to study

and explain the current practices of management accounting techniques and the
factors which have an impact on those practices in LPCMs within the current Libyan
business environment. Further, the results of this study will be compared with other
previous related studies of developing countries such as Al-Dhowaihy, (2003); Ouda,
(2003); Waweru et al., (2004); Oliorilanto, (2008). This study focuses on the current

practices utilized within Libyan organizations to identify trends that can be utilized to



progress the development of management accounting techniques. The rescarcher has
been motivated to address the existing knowledge based on his work experience
within Libya as a Financial Controller for LPCMs (See Appendix F). From this
professtonal background the researcher has observed anecdotal incidents that have led

to this research as there are concerns about the current practices in place not meeting

the needs as a result of the changing Libyan business environment.,

1-4 The rescarch aims and objectives

The primary aims of the study are to:

e To explore and examine the current practices of management accounting
techniques within LPCMs and their role in providing information for planning,

control, decision making and performance evaluation.

e To analyse the selected factors that may be have affected those practices,

especially after the final lifting of UN sanctions on Libya.

The objectives of the study can be outlined as follows:
1) To examine the role of management accounting practices in LPCMs through:-
- Investigating the current practices of budget preparation in LPCMs.
- Analysing the extent of use of budgetary control information in LPCMs.
- Assessing the extent of use of performance measurement methods in LPCMs.

- Examining medium and long-term financial planning in LPCMs

2) To evaluate the factors that might have an impact on the management accounting

practices in LPCMs.



This objective will investigate the importance of eleven factors which are sclected by
a focus group of 12 Libyan PhD accounting students at Liverpool JMU and factors
that emerged from previous studies such as Al-Dhowaihy, (2003); Ouda, (2003);
Waweru et al., (2004); Oliorilanto, (2008). These factors are: high level management

support, management accounting training programmes, motivation systems, financial

resources for accounting development, the use of computer systems for management
accounting purposes, accounting research in Libya, Professional accounting bodies in
Libya, accounting education in Libya, co-operation between universities and LPCMs,

economic changes, and policy of government. This objective will assess the

importance of these factors on management accounting practices in LPCMs, through
participants’ views and other studies in developing countries.

3) To determine strengths and weaknesses of the current practices of management
accounting techniques in use in LPCMs.

Some previous related studies conducted in developing and developed countries
identified the strengths and weaknesses of the management accounting practices of
public sector. This investigation will enable the effectiveness of management

accounting techniques to be evaluated and thus, this objective will be an opportunity
for improving the current practice through identifying the shortcomings and strengths

of these practices based on participants’ views and previous related studies.

1-5 The rescarch questions

To achieve these objectives some research questions were derived from suggestions
made by a focus group of 12 Libyan PhD accounting students at Liverpool JMU, who
have sufficient knowledge of accounting in the Libyan business environment. Some

ideas are derived from prior related studies in developing countries such as



Al-Dhowaihy, (2003); Ouda, (2003); Waweru et al., (2004); Oliorilanto, (2008).
Consequently, the research attempts to answer the following research questions:
1. What is the role of management accounting techniques in use by LPCMs?

a. What is the process of budget preparation in LPCMs?

b. To what extent do the management accounting techniques in LPCMs

provide budgetary control information?
c. To what extent are performance measurements used in the LPCMs?

d. To what extent do LPCMs prepare medium and long-term financial plans?

2. What factors affect the management accounting practices in LPCMs in the current

Libyan business environment?

3. Are there any differences between the attitudes of financial managers, financial
controllers and managers of services and projects in LPCMs towards the current
practices of management accounting techniques used by their PCMs?

4. What are the strengths and weaknesses of the current practices of management

accounting techniques in LPCMs?

1-6 Rescarch Mecthodology

As will be discussed in more detail in Chapter Four, therc arc qualitative and
quantitative approaches that can be used in this study. Both research approaches and
their methods for collecting data such as questionnaire surveys and semi-structured
interviews have been employed in previous related studies in developing countries
such as Al-Dhowaihy, (2003); Ouda, (2003); Waweru et al., (2004); Oliorilanto,
(2008). Each method has advantages and disadvantages, and thercfore studies that use

only one method are more vulnerable to mistakes linked to that particular method than

those studies that use multiple methods where different types of data provide

10



cross-data validity checks or triangulation (Robson, 2002; Collis and Husscy, 2003).
Hence, to avoid the weaknesses of using only one method and to achieve useful
results, this study has utilized mixed methods, which include questionnaire surveys
and semi-structured interviews to provide data which could be triangulated. By

combining and comparing the findings from the questionnaire with the findings from

the semi-structured interviews, the researcher was enabled to implement an in-depth
investigation of the factors that affected the management accounting practices. The

use of two research methods supplements each other to gather comprehensive
information and highlight the participants’ views of the current practices of

management accounting in LPCMs.

The questionnaire is used as a quantitative approach in three main ways. Firstly, it
involves obtaining background information about LPCMs. Secondly, the
questionnaire gathers empirical data in relation to the current practices management
accounting techniques by LPCMs. Finally, the method explores and evaluates the

factors that have an impact on the management accounting practices. In order to

obtain this information the study targeted the financial managers, financial controllers

and managers of services and projects in LPCMs. This defined population group was

targeted in every Libyan LPCMs and as a result 136 questionnaires were distributed

to the target participants (for further information see chapter 4 section 4-4-1).

In order to obtain a more in-depth understanding of the current practices of
management accounting techniques in LPCMs, semi-structured interviews were
conducted with 20 selected officials from the five targeted groups which are Libyan

government bodies (the General PC (Cabinet), the General PC of Treasury (Ministry

of Treasury), Financial Services Controls of PCMs, the General People's Committee

11



of Planning (General PC of Planning) (Ministry of Planning), the General PC of
Inspection and Control (General Audit Bureau) ). These Libyan organisational
structures have a strong relationship with LPCMs and it is important to gather the
perceptions and attitudes of the members of the central government agencies have

towards the current practices of management accounting techniques within LPCMs,
The attitudes of central government agencies need to be compared to the perceptions

of other sector participants and this comparison was undertaken through the use of

semi-structured interviews with data from questionnaires to ascertain to what extent

the reliability and results differ (see chapter five section 4-4-2).

The statistical methods applied to the data collected by questionnaires were analysed

by descriptive statistical analysis using non-parametric tests such as the Kruskal-
Wallis test. For the semi-structured interviews the data collected was analysed by
using a content analysis technique which focuses on key words and this was classified

manually because the small number of sample of interviews.

1-7 Structure of the resecarch

This thesis consists of eight chapters.

Chapter One provides background information to this study. It outlines the aims of

the research, justification for the research, research methodology and contribution to

knowledge and significance of the research.

Chapter Two explores economic, political, managerial and social aspects which have
historically influenced Libya as well as the current government fiscal policies and
accounting practices. These factors may have an impact on the management

accounting techniques in Libya. Therefore, understanding these aspects may help
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understand and explain the application of management accounting techniques and the

factors that have affected the application of these techniques. The chapter provides
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